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Capital Requirements of

New Manufacturing Firms

THE RAPID growth in the business population th}'ﬂu]%h
mid-1948 and its reluiive stability thercafier was a sigmb.
eant factor in the posiwar trend in imvestment. The pur-
of this article iz to provide a quantitative mansure of
tha eontribution to over-nll investment by new manufacturere
in the 1946—48 period and tha mamner in which such invesi-
ment was financed, In addition, data are presented on the
industrinl differences in avernge and ta eapital Te-
puirements of new manufacturing firms. discuased b
length in the technics] notes, the results nre based upon the
reports of about 1,100 new manufacturingefiims which fur-
nished information for the years 1948 through 1848. This
article supplements o similnr analy=s for new trade firms in
the Decamber 1848 BORVET. o
These two studies go o long woy toward providing en ap-
wiaal of the effects of changes in the postwar business popu-
ation opon the toial volume of investment in fixed nsseta
and inventories. While other industries remain uncovered—
nutn_blg serviees and construction—new munufzeturing and
wode combined probably account for mors iban 30
percent of the inventorics and 60 porcent of the plant and
equipment investmant of all new nonagricultural firms,

Summary

Of the eatimatad $2 billion total of initial capital require-
ments by new manufagturers during the 184648 period,
$800 million was expended on new plant snd equipment,
$300 million on inventories, $500 million in additional work-
ing capital, and $400 pmllion on vsad cP[ant abd equipment.
The expenditures for new plant and equipment and for
inventories ware ench about 4 percent of the similar invest-
mont by ol manofacturing firms. For sll nonagrievlivral
business combined, it is further esfimated that the direct
initiml contribution o ate investment by new firms
in thie period nmounted to abont 10 percent in new plant
and eguipment and 15 percent in inventories.

About $1.2 billion of the capital requirements of new
manufacturans wos financed out of the ent-m]‘rreruzgl'g' Bec-
mulated Eﬁr&unaﬁl savings, Au edditional $300 million was
supplied by EMt compunies’ loans pod equity mvestmont,
lmdp lonns by relntives, poriners, officors, and divectors.
Advances by tenks, marchandize and equipment suppliers,
ongd government apencies secountsd for over $450 million
of tho initisl funda—banke alone accounted for over 3250
million, merchandise suppliers for $30 million, and squipment
suppliers for $150 million. The remasining investment funds
eeme from the sales of more than $50 million of now stock
angd $10 million of bond issues, .

This distribution of the major sources of funds was quita
:limilnr to thot found mug na'fl.l;:lmiﬂ ﬁmth . Fo;nliu in-

ustry groups, equity finaneing, including the perzonal savi
of entreprencurs, constituted about two-thirde of tha to
spurces of funds for new firms.
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The copitul markets were of little importance as a source
of funds for new firms. Combining new manufacturing and
trade congerns, aboat $100 million was rised from public
igsues during this 3-yenr perigd.  Bank lonns—constituting
over 13 percent of the total sourees of funds for new manu-
inctwring and trade firms—were more impoerkant, amounting
to mere than $1.0 billion fer the two groups combined. Whila
new trade and manufpeiuring firms sccounted for ovar IO
percent of the {oial change in outstanding bank loans during
this period, public issuyes for these new firma represcntod loss
thon 1 pereent of totel net new izsnes.

Aggregate and Average Investment

The astablishment of 186,000 monufacturing firms in the 3
yeoars 1946 throuph 1848 resulted in an estimated initial
capitol investment of approximately 2 billion.! The lamber
ond timber basic produncts industry acsounted for almost 25
percent of fhis investment and nearly 45 percent of the totad
number of new monufecturing concerns. This group in-
chiutled over throe-fifths of sl irms without any employecs—
aad, ng n result, hoad the lowest averaga investment of any
major industry.

he {extiles industyy with less thoen 2 percont of tha total
new entrants accounted for § parcont of the apgrersts invest-
ment a8 & result of ita high eversge pirgents, New
munuineturers in the iood, apparel, metals, muchinery aad
stons, clay and glass industnies accounted for from 6 to ¢
percont esch of the over-oll investment. The loweal nggre-~
gato investment—ond the lowest number of now firms—
were in the robbar and potrelenm products industries.

As compored with manufacturing, the initial copital
requiraments of new wholesole wnd retail trade firms 5 the 3
years 194547, s indicated in the previous survey, amounted
to $1.5 hillion ond $5 billion, respectively, (Sce chart 1.9
The pverage initial investment of manufactuving firss, in-
cusive of no-empleyee firms, 13 cstimatad ot $12,000 as
compared to $22,000 and $8,500, respoclively, in wholesale
ond retail trads.

The avercge initial investment of new lumber firms wos
only slightly ovor $6,000, compared to an averoge investment
by new non-lumnber manufacturers of $16,5600. Lumber and
apparel wers the only industries with investment below the
average for all mannfacturing, The lacgest nverage invest-
mont, $43,000 and $22 000, respoctively, was found in the
textiles and food precessing indusirics,?

1 Thie ftyure ks beeed on sppeonnlataly wolghbod spmplo dnts phus & rough estlivais of tha
Imvealmesnik of new memolnotiaroes withoot any dmploines.  Thiy oatlmaoto 48 mova fully dip-
onegsd in o tochmloal nales.

+ "Thwtemn 28 bwrn been dl Ishtly rovbmd s pitiHendbon In tho Daoombor 1848 Bonyer
o Thih ket Budosess dun ta o oy ik of the )'iwhﬂll-urm sintidlin {peo “Revisod Hatimetey
of tha Ensinces Popolation, 1000-4," BUNVEY, Tuno D). Tt Ik be ogsumod in ¢his setiade
thot no adjustment la noosasery For teo diiTorener 1n Eindlmg by tho ten stodles,  1{HB and
187=iho 2 Yoars eamipnam to balt su for bioro thon T porosnt b frads, sod
Hrmnt]nmmnhd'uﬂmutnllm 1kt Eiie Aol duiring Ehorespoolle e sureor periods.
Whia (znd neseota swd ather coata ol erby]yr Highor b 148 o in 1045, the numobae
ud'.n&w mn‘rlnlutitlurl l.cll'll'nut eatablished i 1048 wny qhu-ﬂ&h lower tham In
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Charts 2 and 3 show the nv mvestmant of new firms
for the major manufscturing indusiries sud by selessize
within these industries. In view of the low average invest-
ment for the universe of new lumber firms, it is interesting to
note that, when firms with no emﬁ!ﬂ ees pre eliminated, the
avernge investment in this field is higher thon the average for
sll mopnufacturing industrics. The average investment in
uﬁpm‘lﬂ was lower, nnd in food and textiles higher, than the
oll-industry avernge for o given ssleasize. The lntter resulta
are consistont with the over-all fisures inclusive of firms with-
out employess,

ninted out in the previous article on trada firma, the
svailability of capital and the price lavel ju tha postwor
preriod o ¢considerable influence on bath & te invast-
ment or scale of operations of these firms and istribution
of that mvestment emong uzes ae well as sources, Ibis also
guita posgible that the average experisnce differs from tha
optimum capital requirementa of dhese firms.

Chart 1.—Manufactoring and Trade Firms Starting
Qperations in the Postwar Period: Sources and Useas
of Inivial Investment !
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Limitantions of the sample data

Thus far, this orticla has presented universe cstimates
bnsed on tha sampls data. Tha sizs of the sample, howaver,
doas not permic derivation of all of the universe estimates
neeessory for comprehensive sxaminaiion of the charncter-
istice of new monufacturing firms. In the following datnilad
analysss of the survey results, tha unadiusted semple dats
will be med whenover there is stratifiention by size nnd lagal
siatus. ‘This stratification adjusts for the inasdequate rep-
resentodion of firms ng longer In business, and for other dis-
proportions of the sample,  Whera such stratifiention is not
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shown, the sample dete have been weighted by size and legal

form of argnnization.

The shorteomings of the data and some messures of thair
sampling variability are fully discussed in the technical notes,
It mey be notad hera thot the major limitation in the sample
arises from the absence of firme with no employees, tho
an adjustment for this group has beer made in arriving at the
universe estinntes. ganeral, the srreras of sshmation
associnted with the ssmple doto gre relatively small. How-
ever, m tables 1 and 6 whera dollar figures by size and in-
dustry are given; the large number of cells regults in rather
gizable snmpling variability in zome instances so that the
date should be wsed as orders of magnitude rather than
precise magsures.

It should be noted that the investment-size classificetion
is based on initinl investment without regard to either year
of entry or su uaent chonges in nssete, The snles-sizg
tabulation it bazed on 1948 sales without any allowanee for
either the year of entry ar the differentisl growth in sales
during the 194648 period. The colessification of firms
operating from 6 to k1 mantha in 1948 wos based on the
snaunl raée of their pactial yeor sales in 1948, Firms oper-
nting Jess than 8 months in 1948 were oliminntsd from this
tabulation. .

Another factor meriting mention here relates to the timing
of the data submsited by the zample firms. The repirting
firms could he divided mto thres alearly defined groups.
The first group, consisting of 02 percent of the sampls, Te-
ported their investment essentislly et the time they storted
production.

The second group reported their azsets and linbilitiea on
the last day of their first calendar or fiscal yonr in business,
These companies (aboub 3 percent of the sample} reported
small amounis of trade receivables and net profits or losses.
The initiol investment of these firms was adjusted by either
reduc&ng {or incrensing) their investment by the amount of
nat profits (or loszes) reportad.

The last proup (gbout 5 percent) reported their invastment
goma time hefore their atort of production.  Thesa companies

typi rgport their entire nvestment as current hasota
(gther inventories) nnd, on tha sources side, as equity
copital, Since mony firms in this group were still exploring.

credit linss, there was some vhderstotornent in the amoun
of reported investment. The reporta of thesa firme were
elimingted from the sample tabulotions.

Sources of Capital Supply

About 59 percent of the capital requiroments of all new
manufactuorers woas met by the squity capital investment of
the ﬂntmprﬁﬂurn th ; VEs. : er pemanmd ttl;a wis u.]m
equity capifel coming from parent companies capi
mukgte—mninly the formar, The romaining 34 pereent
was debt Enancing, with the bank» supplying 13 percent
(mostly mortgage loane}, merchandize ond equipment sup-
g]ias 9 pereent, and bond sales lase than 1 percent. Loons

y individuals, parent companies, nad governmental agancies
accounded for 11 percent,

Tha distribution of tha sources of copitel supply of new
manufacturing establishments differed necording to size of
fun, %ﬁﬂl status, industry and, within fivms, by the uses of
inves capital. The mest significont divergencies ore
noted when comparizon is made in terms of seles-size and
Investment-size (tehlea 2 and 31

As the firm-sine increased, the relative investment in iotal
equity eapiial among beth torporate nod avocorporats firms
declined and total deht finoncing incressed. However
within torporats aq};ut.y capital, the relative importance of .
stock subscriptions by perent compnnies ond by the general
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public varied directly with size of firm, while those by
officers end directors varied ioversely.! Rimilarly, within
debt finencing, while merchandise eradiy, industrinl bank
loxny, and mortgages on businesas fpmpemaz-s increased with
firm-eize, thare wes a tendency for ponbank, nonsupplier
eredit o decrease. The latter tend wae due to the
influenes of losne frem friends and relatives—an impovtent
source of funds for the emaller concerns. ]

When the sample date were sxamined Ty legal status, it
woa found that the equity in new corporate & WA3
somewhat larger than in new unincorporated sonoerns within
comparable size groups dus to the greater availability to
corporations of parent tompony and Ele::wml ublic equity
funds (see chart 4). Within compsrable—and especially in
the layger—anlessize groups, personsl savings of noneor-
orate en ure were & higher proportion of initial
inveatment thon were stock subsaiptions of officers and
directors in corporations.

Chart 2-—Manufacthimwing Firms Startin
the 1946=43 Feriod: Average Initial
Indusirey !
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The mathods of finanving new firms are alse assnciated
with, and in some cases dependent wpen, the disttibution
of thean funds inte the various ty{tes of assets, For exomple,
the pntreprepsur purcheeing & plant hos aceess to aither o
mortgoge loan or on industrial lops, secured by his plant.
The volume of eredit available from suppliers of merchandise
and equipment is, of course, related to the size of inventor
s0d equipment investment. Bank credit is also obtain
on equipment and invontories—although these types of eol-
Intersl mra not so important as plant,

11t ghould be notod that, n this ncticle, stk by the

nhmlhm 1 plldio reker to
$lok putseribed by othor chom the oBbcers, dinoclors (3

atod comtandes of &
now Brsir—ond ot neoomarlly ta anlE MW‘:: o oferingm.  Thurw wad
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Sources by industries

In general, the industrial differentes in the distribution of
the sobrees of investment funde smong new munufactering
firms wars found to be related to vorintiona in fixed assats
and inventory requirements, and, to o lesser extent, Lo aver-
age investrropt, 'This can be seen by referving to the dats
in table 4. For example, appare] monufacturers with rel-
ativoly low plant ond inventory investment roceived pro-

tionately less industrial & mur(:galfe bank loans and

id moat other indus-

bries. They purchased moderately lesa equipment and
received moderately loes equipment credit than did tho aver-
age new monulfgcturing firm, And, ns might be expected
on the basis of their low avernge inveatment, apparel manu-
factuvers relind ralatively more heavily on equity capital
(neluding personal envings) than did most other industries,

Sources of funds of new and established

COTPOTaLiONS

Although helance sheat data ere not sveilable for sll non-
eorpornie manufacturars, eomparison cen be made between
the lisbilities of new menufactusing corperations and thosa
of axisting corporations. The relative initial equity among
new firms was found to be considerebly greeter than amon
small concerns which hava been opamt-lu% for & period o

enrs and which are maost direetly comparable in siza to new

ms.

The initlal short-term linbilitics of pew menufactoring
covporetions were much lower, and long-torm linkilitics were
pbout the peme, as were the eorresponding proportions
asmong small existing concerna.  In long-term Habilities, the
considernbly emaller proportion of bondad debt of new firms
wue offsst by the relatively lorger mwortgnge dobt. .

Flow of saving inte investment

- It is estimated that all menufactwrers starting operations
in the 3 vears 1846 through 1948 trensierTed more than
$1.2 billion of their sccumulated personal savinges inte nsvets
of their buzingsses. Approdmntely $530 million of this
investment was chanaeled into new corpommtions in the form
of stock subsariptions by afficers and divectors. The re-
mainder reprosented the personal savings of noncorporate
enttrapranenrs. .

Thus, with the over 34.4 hillion of personal snvings invested
in pew trade Brma, sbout $54 bilhon of the 534 billion
total capital requirements of new manufacturing and trade
firms in the 3 postwor yenrs waa mot by the past savings of
the entrepreneurs thamselves, Additional siock subsm-ﬂ)-
tions by porent or afilinted Mﬁg&niw vud the general public
brought the total equity enpital initially invested to ahout
$5.8 billion. Of this amount, 34 F billion wsnt ints noncor-

rte enterprises and $1.0 billion into corporate concerns.

& addition, these new firms provided direst invoestment ound-

lets for other individunls’ sivings—mostly in the form of
em?ﬂnal loans and, to & much Jesser extent, 1n new @sues of
errla,

Basad on the sample, 47 percent of both eorporate and non-
corpornte mew manufacturing firme wos finonced entirely
through porsonal saviogs or 'ﬁugh cﬁlitﬂ stael subserip-
tions of officers and directors.® An additionsl 48 percent
supplemented parsonal savings with debé Anancing,  Of the
remaimng 5 percent, 2 parcant (almost 4 porcont of the cor-
porata eample) financed entirely through parent company
stock investment, almoat 3 pervent (G percent of the non-

l-ﬂnu!h-uuunfﬁomuulmfhp bmbeuﬂumdhvlr{r:nml with slzo of e, Hiood-
wlnabon of fenas whth s cmployoss from e Aomyde cedolb i o underalstemeent of (e propas-
thon ol i O put g atiliraly Lhoowgh persaen sovinm.
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cor te sample) enti thro dabt ing oud less
thﬂnﬁ-hu]f gf one peﬂ{n{; ant.ijugh'éIy through stock sales to
the general public.

Chart 3.~Manufacturing Firms Starting Operations in
the 194643 Period: Average Imitial Investment, by
Induetry, Grouped According to Sales in 19481
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Bank credit as source of funds

Bank credit was the most important form of debt financ-
ing utilized by new manuincturers in the 194648 period.
T]Eis result is similar to that found jn the survey of gew trade
firma.  Of the more than $250 million of bank credit to new
manufaeturers, 37 pereent was mortgege loans on business
properties, 20 percent was mor e loans on other properlies
and the remaining 43 percont was in tho form of nonmertgage
industrial loans. :

Tor sample firme only, about one out of ewrg five reported
receiving bank eredit toteling 35 percant of somtbinad
initiol capital requirements and 15 pereent of the requirs-
mente of all somple firms. In general, bank t_was
utilized to A groster cxtont proportionately by firma with a
Jargor Investment in fixed nssets, by the larger concerns and,
for a given size of company, by noncorporate firms for which
such ¢redit was move rendily available as a result of their
unlimited linbility. New firms awning their plants, nccount-
ing for 21 percent of the concerns Jn spmple, received 75
pergent of all banlk erodit. ‘

When eramined by type of bank lopr, it is fonnd that non.
morigage loans and morigage loang on business properties
tended to assume gronfer rslative importonco ae firm size
inereased, while the relntive importance of morigage loans

.ﬁpril 1kH)

on nonbusiness propetties varied inversely with giza. The
ingter result was probably due to the greater use of movtgags
lonns on residences by iha smaller enireprensura.

Supplier credit and capital requirements

Suppliers of merchandize and equipment to new monufac-
turing firms advanced oslmost $200 million of the latters'
mitinl capital requirements, Almost thres-fourths of this
credit was on the purchass of equipment. While this was
partly o reflection of the greator mvestment by naw firms in
squipment in inyentories, it moy also_be evidence that
supplier ¢redit was relatively easter on a&mpmant- purchases
than on merchandisa taz.  For all new firms, mer-
chandise credit wos 18 parcent of inventory investment whils
equipment credit was 24 percent of new equipment outlnys,
It should be noted ihot smoll existing firms aleo utilizs
equipment to & greatar extent than inventories ne collateral
on bank Ioans.* ) ) )

The sample returns pointed te clear relationships hetween
merchandise credit and inventory mvestment and boetween
squipment credit and equipment p . In general, the
dats indicated that the relative proportions of doth aquip-
ment sond equipment credit to total Investment varied -
verscly with size, while the proportions of hoth inventories

and merchandisa crodit varied directly with size. However
there was a tendency for the rotios of credit to ﬂ[:urchuus of
both squipment snd merchandise to inereass with firm-size—

Erohnb v reflecting the better eredit standing of the larger
s,

Other sources of funds

Almost $250 million of the initinl eredit neads of new menu-
facturers was supplied by nonbank and nonzupplinr sources.
Among the E?‘fp e's corporate firms nbout 25 percent was
supplied by officers apd directors, 18 percent by Jmmnt
eompanies, 18 percent by stoekholders of undesignated £¥pe,
§ percent by government sgencies (mainly Reconstrugtion
Eﬁ.n&nﬁa %l;*pomm snd. the Wtér ti hﬁdmmstﬁm

eraent by non mar parcen Darsan
{u]i.her than those stipulmhuvo}. nnd%ﬁ percent by
nunspecified lenders.

Among the sample's noncorporate firms, parsonal loans
accounted for 49 percent of “othor’ sources, Government
Joans for 21 percent, nenbank mor_if:fﬂ loans 3 percent,
partners’ loana 2 percent, end unspecilied lenders 24 percent.

In generol, these svurces of funda, as & whols, are found to
account for a daurﬁn.ﬂmﬁ proportion of total requiremoents as
sales-gize increanes. They also wers relatively larger among
corporata firms than among noncorporate concerns due to the
lorge volume of porent-company sdvances. Among the
smollest sales-zize pronp, howevear, theee sources of funds are

portionately lovger among noncorporata firms dee to &
izh congentration of personal loans from friends and
ralatives.

The Disposition of Investment Funds

Muonufacturing firms entering the busineez population in
the 1046—48 period invested somewhat over 60 percent of
their total capital m fixed assels, almost 15 percent in inven-
tories, while the remaining one-fourth was kept for other
working enpital neads.

The Telniive proportion invested in fixed asscts is some-
what lorger, and in inventorics somewhat lower, than the

lmnrmwjthmhguurmﬂn‘mﬁlmmnmmmmm
£ eolde of dlabsinnd o Mavombor M, 14, Bommed by equipsent wors sbot
mﬁ’l& IiLgiaries, ﬁnmhuww.mam%nwnrmk
s imperiond that tla Kwinor LY bo.
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Chart &—Cmnta smd Noncorporate Manufacturing Firms Starting Operations in the 1946—48 Period: Percentage
Dhistribm

of Sources and Uses of Initial Inveatment, by Legal Status, Grouped Ascording to Sales in 19481
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corresponding investments of either naw trads firms or large
and small estoblished manufactwring firms.  This is due in
part to the fact that while & new manufapturer initiall
obtaine the necsssary plant and equipment consistent wit
the expected volume of operations in his eatly s of
development, his purchase of inventories ean frequently he
deloyed until he receives bis orders. ]

hen examined in terme of size of firm, the saymple indi-
eatod that tha lorger new manufacturing firms tended to
invest velatively mare heavily in current assets thon did che
ampller fivms,

Plant and equipment outlays

It iz estimated thot $1.2 billion wos expended for fixed
ammﬁ]ﬂaw meanviacturers in the 18046-48 period.  Almost
$600 ion was for new equipment, nbout $200 million for
the new ﬁlant. and over $25 million for renovation of rented
Plant. Uscd equipmeni and weed plant outlays were some-
what less then $300 million ond $100 million, respectively,
while land purchases amounted o almoss $50 million.

The expenditures for new plant ond equipment by new
Mmanyfpeturees wore about 4 peresnt of the total ex engitures
of all monufncturers in this peried.  In trade—a field where

o 15 considerably less concentration of lorgs firms—
new firme maide sbout one-third of the fixed asget invastment
of all tyade firms.

Utilizsing the findinge in the new trade firm swrvey, and
making rough allowsnce fer uncovered industries, it is
cstimated that oll new fivme ip the postwar period through
1848 acocounted for about 10  of the new plant wnd
cquipment expencitures by nll ponfarm businesa—both old
and new. Kt should be borne in mind that few new firme
enter the reilrond and publie utility fislds which in the

I Tvahudng ranoratlon, Tond, sod o soeol | moouri oF depletotie romiroos,
Boures of dotn: 1. . Dopartment of Commores, Dfce of Doskoedt Eapaomba,

1946~48 period neeounted for elose to 30 percent of the
nonfarm business Investment in plant snd aquipment.

This estimata of the eonfribution of new firms measures
only the immedists and direct investment of theso firms.
Neo allowance is made for either snpital outlays for plant
and squipment by other groups for rantal to new firms, or
for the replacernent of veed plant and equiptnent sold to
new flrmg.  In addition, dota collected in survey {which
wiil be presented more fully in a subsequent article on the
oporating experience of new manufecturers) indicate thab

& capital goods investment of succcasful new firms grew
quita repidly in their first 2 vems of operntion.

It should be borne in mind, however, thai tha postwar
buziness population expericncu:i its groaiest growth i 1846,
grow moderately in 1947 and early 1948 and has been
Telatively atable since mid-1848. Thus the contribution of
pew fyms to business inmvestmend has been of dwindling
importance since 19446

An putstanding differenes hetween new trade firms and
new manufacturing firms was noted in the sizo and induskry
relationships betweon fixed assets and total investinent in |
the fwe groups. In the case of trade firms, there was clear
avidence that wighin lines of trade the propoertion of plang
exponditures to total investment vavied direetly, while the

roportion of equipment investment vavied inverscly, with

m size. Within manufactiring industries, whils such
tandoncics existed, the relntive importance of fived invest-
ment more clesoly corresponded with type of industry than
it id with size, These differences in trade and manufaciu-
g arize mainly from the mors hemopencons fived nesets
Tauirements ufY the various lines of trade oz compnred to
tha heterogenecus noture of the different fabricating

proceascs,
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In manyfacturing industries with high plant expenditures
relative to total investment, such ns food processing, stone
elny and glasa, and transportation aquipﬁ‘.nﬂnt, it wes foun
that even the amallest sales-size group had proporiionately
greater plant investment, than did the largest new firme in
mdustries like ap , textiles and machinery. Plant in-
vestment by apparel manufncturers wis relatively negligibla
aven in the t sales-size growp.  The relative mporiance
of equipment outluys, similardy, wos more closely related to
industry than to size.

Working capital requirements

The initial investment in inventories by new mamufac-
turers in 1948, 1947 end 1948 amounied to $300 million—
over 4 percent of the net chonge in inventories of &ll menu-
facturing concerns.  The proporéion of new inventory invest-
ment made by new @rade firme was about one-third of that
made by all trade firms. Making an arbitrary allowsnce
for the contribution of new firms outside the trnds and menu-
{acturing fields, it is sstimniezd thot all new nonagricultural
firmsa in the period between 1945 and 1948 made about 15
parcent of the totnl new investment in nonferm inventories,

Within the manufacturing sample, inventories were found
to be larger ralative to total investment among the Inrger
firms then among smaller concerns. is was alao true
among new wholssale and ralail trade firms.

Other working capital, ag & proportion of total investmant,
incressed with snles-size nmong the smaller sales-sizs ?DUE]S.
However, the proportion began to decline with size for the
groups with snles of over $250,000—in lorge part as o conse~
quence of the rapidly increasing relative importance of
. mventories,

Plant ownership and rental

Bosed on the reporting panael (firmg with cme or more
employees), the av enpital requirements of new manu-~

turers occupying their own plant was about three times
thet of the av now firm renting its plant. The aurvay
results ware ps follows:

Rwlers Momrati bt
im“r"““f"njm"’:‘“mﬁ‘u‘iﬁaa:::::::::::::::::::,:_:::::r:::: e 3.
e P sad sl B
As a yogult of the dif[jmt:ial.in siza of aversge invesiment
nnd the additionel credit focilities arising ot of plant owner-

ship, thers sre tnarked differences in the relativs distribution
of the sources and uses of funds bastween renters and non-
rentera. The Iabter group finnnce their investment te a con-
siderably grentar degee- through bank credit, mortgape loans
and bonda than do the former ﬁ;cm_p {sce table 5).

Binca n lm!lu proporiion of the nonrenters’ nitisl capiial

towerd plant purchnse, their investment in equipment

- firventories and other current zsats is lower relntive to total
investnent than the corvespending imvestment of renting
concerns. If plent outlays are removed entirely from the
distribution of imvested funds, it is found thet nonrenters
invest proportionately more in aquipment and inventories
and less in working ecapitnl other inventories. The
larger relative mvesbment in inventories and lower investe
ment in other working enpital needs are primarily functions
of the larger arasrage size of the nonrenting group. The
aiplanation of the 1 proportionate investient in equi
ment, which, as note vioualy, menorally varies inverae
with size of firm, is thot & Inrge number of plant renters
wera nble to also rent fixtures and mochinery.
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Surviving and discontinued firms

Tha Offica of Businems Economics is pln%innig 8 survey of
the factors resulting in business failures. ile the present
survey wins pob dosigued to study the distinguishing chag-
nctoristics between surviving and discontinued firms, the
aample returns make possible o few genernl observations.

» outstanding differance was in the avernge size of in-
vestment. The nvernge investment of the unsuccessini
firms in the sample was ahout 55 percent of thet of the
sample’s surviving firms. Another significant characteristic
of discontinued firms was their relatively low initia} inveat-
ment in new plant, even when allowonce is mnde for their
gnnllar avernge siza,

It ia still o matier of spaculation as to tha axtent that thege
unsuccessfully sought, or would have been he{ged by,

outside finaneing. queation arisea us to ibe pary
that plant ownership plays in deloying the shandonment of
enterpriess which are not conspicuo auccesaiud.

Investment turn-over '

Tha sales per dollar of investment among now manufee-
furing concarns, ne mneng new trade firms and established
menutacturers, woae fo to be greater for amaller firms
than for im Comparison bf.':'r nmuptmg etatua
and induatry (table §) confirms the finding in the trade
study that investmont durn-over tends to decrease as plant
RIZE TNCTEA8e3,

Within manufaciuring industries, the t volume of
aeles per doller of investment peourred in industriea such ns
apparel and leather products—industriea reporting the lowast
relative plant avestment. On the other band, food, con-
siruction maberials and metnls ehow the smallest investment
tarn-over and proportionately high plant requiremants.

Differences moneﬁindushries, a8 might be expected, nppesc
to be closely related to the average ratio of net profits to
anles. There tends to be an inverse relationship between
profit morgins on enles ond investment turn-over since, in
the industries where ing ara high, entrepreneurs sre
willing to invest: more heavily ralative to anlea, It is ochvious,
of course, that profit morgina ore nffected by, ne well as
affact, investment turnover. 1t should also he noted thet
other chnracteristics of the different industries, including the
investment size of the average fixm, influence their enles per
doller of invegtment,

Table L~Maaniacturers Staridng Operstions During 1M 6-46:
Aw:m?u Initial fovestment by Industry, Groaped Acording to
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